The present paper examines the relationship between Corporate Social Performance (CSP) and Corporate Financial Performance (CFP), using both accounting-based (Return on Assets and Return on Capital) and market-based (Excess Stock Returns) performance indicators. We use Bloomberg's Environmental Social Governance (ESG) Disclosure score covering the S&P500 firms in the period 2007-2011 which allows for the examination of both linear and nonlinear relationships to be considered. The results of the linear model suggest that there is a significant negative relationship between CSP and Return on Capital. However, the non linear models provide evidence of a U-shaped relationship between CSP and the accountingbased measures of CFP, suggesting that in the longer run CSP effects are positive. Most prominent among our results is that fact that by disentangling the ESG Disclosure score into its environmental, social and governance sub-components, we find that a U-shaped relationship exists only between the governance sub-component and CFP. A straightforward implication of our findings suggests that in order for CSR to serve the interests of the shareholders, a long-run planning and considerable resources should be dedicated at this direction, given that CSR expenditure pays off only after a threshold of CSP has been reached. Furthermore, the fact that governance is the key driver affecting the CSP-CFP relationship suggests that CSR investments should be directed to this component.
Introduction
The business case for corporate social responsibility, "a concept whereby companies integrate social and environmental concerns in their business operations and in their interaction with their stakeholders on voluntary basis" (European Commission, 2001, p.6 ) is debated extensively in academia and board rooms as a highly relevant topic, particularly in the aftermath of the financial crisis. "In recent years business increasingly has been viewed as a major cause of social, environmental, and economic problems. Companies are widely perceived to be prospering at the expense of the broader community." (Porter and Kramer, 2011, p.4) . Hence, authorities, Non-Governmental Organizations (NGOs) and consumers have called for a more responsible and sustainable way of doing business. However, the decisive question that has to be answered for shareholders in a business context is whether CSR serves a company's financial performance.
Recent literature appears to be rather inconclusive with respect to the question of whether corporate social responsibility performance (CSP) can be translated in positive corporate financial performance (CFP). While a positive consensus seems to appear (Margolis et al., 2009 ), yet, this consensus is still fragile, since a range of recent studies support for either negative (Mittal et al., 2008) or mixed results (Schreck, 2011) . Most research in this field heavily relies on the dataset provided by Kinder, Lydenberg and Domini (KLD) (see, inter alia, Andersen and Dejoy, 2011; Jiao, 2010; Callan and Thomas, 2009; Brammer et al., 2009; Becchetti and Ciciretti; Hillman and Keim, 2001; McWilliams and Siegel, 2000) . Yet, according to Margolis et al., (2009) alternative measures CSR performance should also be considered in the literature.
Furthermore, most research making use of the KLD dataset only test for a linear relationship between a firm's corporate social performance and its financial performance.
However, recent developments in microeconomic theory rather suggest a non-linear set up (see for instance; Manasakis et al., 2013 Manasakis et al., , 2014 Garcia-Gallego and Georgantzis, 2009) . A non-linear relationship between CSP and CFP is therefore in line with economic intuition, but has rarely been tested at all (see, for instance, Barnett and Salomon, 2012, 2006) . As in Barnett and Salomon (2012, 2006) we consider that those firms which voluntarily engage in more socially responsible activities incur higher corresponding costs, therefore firms with higher CSP score in the index have invested more financial resources in CSR comparing to those firms with lower CSP.
In addition, measuring corporate social responsibility has proven to be quite difficult since it is a multidimensional concept covering a whole set of different areas (Waddock and Graves, 1997) . Those areas range from stakeholder management issues (such as employees' working conditions) and environmental concerns up to patronage of arts and culture. As firms tend to use CSR as a means for public relations they often apply a very broad definition of CSR. Hence, alternatives to KLD third-party auditors' data set need also to be considered in order to assess whether the current results of the literature are robust to different datasets.
Given these gaps in the literature, the main contributions of the present paper can be described succinctly. First, motivated by the works of Barnett and Salomon (2012, 2006) , we examine both the linear and non-linear relationship between CSP and CFP, yet under the context of a new dataset, namely Bloomberg's Environmental Social Governance (ESG) Disclosure score. Bloomberg's score covers the S&P500 firms for the period 2007-2011 and serves as a proxy for actual CSR performance. The ESG score has the benefit of being easily transformable into a quadratic score. Second, we extend this line of research by disentangling the ESG Disclosure score into its three components so that we can identify the key driver of CFP. In particular, we disentangle the ESG Disclosure score into environmental, social and governance sub-components. Third, this study examines the effects of CSP on CFP using both accounting-based (Return on Assets, Return on Capital) and market-based (Excess Stock Returns) performance indicators, for robustness purposes.
In short, our results of the linear model suggest that there is a negative relationship between CSP and CFP, although this is significant only in the case of the Return on Capital.
However, when a non-linear model is used, we find evidence of a U-shaped relationship between CFP and the accounting-based measures of CFP, i.e. Return on Assets and Return on Capital. The results do not allow us to report any significant relationship between CSP on market-based CFP, i.e. Excess Stock Returns. This U-shaped relationship confirms the findings by Barnett and Salomon (2012) , who were the first to establish such a relationship by using a normalised version of the KLD dataset. This finding implies that CSR engagement does not pay off immediately, but only after a crucial point of CSR investment is crossed.
While in the beginning additional CSR engagement affects profitability negatively, this effect reverses at some point and ultimately serves a company's profitability.
Most prominent among our findings is the fact that disentangling the ESG score into its sub-components, we find that only governance exhibits a significant U-shaped relationship with CFP. By contrast, no significant relationships can be reported for environmental and social sub-components. This finding has not been previously reported and adds on the discussion regarding the Stakeholder Influence Capacity (SIC) as introduced by Barnett (2007) . SIC suggests that stakeholders will only perceive some of the firms as credible CSR actors and therefore reward them for their activities. Our results propose that CSR activities related to improvements in governance will initiate stakeholders' positive reaction to the firm's CSR activities. This is in line with a recent strand of the literature that suggests that governance related CSR by firms acts as a credible commitment of firms towards CSR.
Therefore, it may boost the positive demand effects from the socially conscious consumers and in turn the financial performance of the firm (See for instance, Lambertini, L. and Tampieri, 2015; Becchetti et al. 2014; Manasakis et al., 2014; Kopel and Brand, 2012) .
The remaining of the paper is structured as follows. Section 2 reviews the literature and Section 3 presents the data and the panel regression model. Section 4 analyses the effects of Corporate Social Performance on Corporate Financial Performance, before Section 5 concludes the study.
Review of the relevant literature
The theoretical discussion of good corporate citizenship has evolved tremendously since Milton Friedman's famous and outright rejection of CSR in 1970. Friedman argued that "the social responsibility of business is to increase its profits" (p. 1) and that appointed managers have no right to spend shareholders' money for other purposes than maximizing shareholder return. In fact, agency theory suggests that insiders, i.e. managers, have incentives to over-invest in CSR to increase their personal reputation (Barnea and Rubin, 2010) . This line of thought (shift of focus hypothesis) suggests that increasing CSR expenditure will lead to deteriorating profits as managers are distracted from their main objective.
Yet, the theoretical framework suggested by Friedman is not conclusively supported by theory or by empirical evidence. A lot of convincing arguments have been made of how a good CSR performance as a strategic investment could eventually translate into higher profits and thus higher shareholder value. Jensen calls this idea "enlightened value maximization" (2001, p. 308 ) and stresses that a firm's value development should be regarded as the single criterion to assess the management's success. Nonetheless, he acknowledges that taking into account different stakeholders interests may be a legitimate and effective means to achieve this objective. This kind of "strategic CSR" is consistent with the strategy chosen by a profit-maximizing firm (Baron, 2001, p. 9) . In fact, this idea is an advanced version of the original stakeholder theory as proposed by Freeman (1984) . However, strategic investments with respect to CSR have the power to influence the competitive context of a company in a favorable way (Porter and Kramer, 2002, p. 61) . Examples of such investments are: managing risk and reputation, human resource management, better access to finance, cost savings due to efficiency improvements and avoiding regulation (see, Reinhardt et al., 2008; Cochran, 2007; Heal, 2005; Greening and Turban, 2000, among others) . In line with the above we introduce the assumption of Barnett and Salomon (2012, 2006) considering that firms with higher CSP score in the index have invested more financial resources in CSR comparing to those firms with lower CSP.
Given the above, Russo and Fouts (1997) have identified CSR as a source of competitive advantage in accordance with the resource based view of the firm. According to this theory, firms need to possess resources that are valuable, rare, imperfectly imitable and not substitutable in order to create a sustainable competitive advantage (Barney, 1991) . McWilliams and Siegel (2011) argue that some of the CSR investments outlined above, namely brand reputation, human capital (including top management) and the easier availability of finance, are exactly such resources and are created by CSR measures. Hence, engaging in corporate social responsibility issues could be a worthwhile consideration for a firm's management.
Although the body of empirical literature on the CSP-CFP link is vast, it remains inconclusive. There are studies reporting positive, negative as well as neutral relationships between CSP and CFP (Fernandez-FeijooSouto, 2009 ). More recently a fragile consensus seems to emerge. Recent meta-analysis of 167 studies from 1972 to 2007 conducted by Margolis et al. (2009) suggests that there is a positive effect of CSR on accounting-based as well as market-based profits. However, despite this overall trend, there remains a range of recent literature finding either negative (Mittal et al., 2008) or mixed results (Schreck, 2011) . McWilliams et al. (2006) trace inconclusive results back to rather technical causes claiming that diverging empirical results may be due to inconsistencies in the definition of the dependent and independent variables, different samples or poor research design. In fact, many studies rely on similar data and a similar measure of corporate social performance, namely the KLD indicator (Margolis et. al, 2009 ). Apparently, this has consequences for the research design as well and most analysis has been only linear so far. Baron (2001) argues for better taking into account the kind of CSR a firm engages in.
While strategic CSR investments are likely to have a positive impact on profitability, altruistic CSR may have the reverse effect. Hillman and Keim (2001) tested this argument empirically by subdividing corporate social performance into stakeholder management and social issues. This division follows Baron's (2001) definition of "strategic" and "altruistic" CSR. Regressing those two variables against the shareholder wealth creation, they find opposing effects. More specifically, they find that while stakeholder management is positively correlated with shareholder wealth creation, engagement in social issues has negative effects. The authors argue that those opposing effects "may partially explain why aggregating the two together into a measure of corporate social performance may lead to ambiguous results" (Hillman and Keim, 2001, p. 136) . However, as McWilliams and Siegel point out (2011), although this distinction is elegant in theory, in practice it is usually hard to account for. This is because composite index numbers often aggregate different kinds of CSR activities into one single score.
The financial crisis of 2007-2009 has affected the business environment and society's expectations regarding the relationship of business and society markedly. Whether this had an impact on the link between corporate social performance and corporate financial performance has been rarely tested. Again, two competing effects are conceivable. On the one hand, there is reason to assume that the demand of socially responsible manufactured goods (or CSR as a product attribute) is income elastic. Portney (2008) argues that the shape of the "Environmental Kuznets Curve" (EKC) gives some evidence for this notion. The key idea is that people care more about environmental issues in line with rising income. The same is likely to hold true for CSR. Assuming that CSR has a positive income elasticity (i.e. being a normal good) or even an income elasticity greater than one (i.e. being a luxury good), in times of recession and declining real income, the demand for CSR goods (or goods and services with CSR attributes) should go down. At the same time, companies facing declining sales and profits feel the need to slash their budgets. In times companies lay off staff, cut back on benefits and pension schemes discretionary expenditure such as CSR spending would be an easy target. Indeed, The Economist (2009) reports that non-strategic CSR spending such as corporate philanthropy is often among the first expenditure items to be ceased.
The role of governance is also important. Poor corporate governance, i.e. a lack of corporate social responsibility, is widely regarded as one of the key sources of the financial crisis. As many people are disappointed about how big business has been done for quite some time, pro-social behavior and business ethics of firms could become an even bigger issue for consumers, investors and regulators. Managers are likely to be responsive to those demands "focusing on a wider concept of entrepreneurial profit with a long term view and giving the proper importance to stakeholders" (Fernandez-FeijooSouto, 2009, p. 41) . Although, inferential analysis is still lacking, surveys amongst senior decision makers (Harwood et al., 2011) as well as media analysis of the media discourse (Ellis and Bastin, 2011) has proven corporate social responsibility to be quite resilient.
Given the aforementioned literature, we posit the following hypotheses: 
Data Description and Methodology

Data description
This paper investigates the effects of corporate social performance (CSP) on corporate financial performance (CFP) taking into account both linear and non-linear relationships. The sample consists of annual data for all firms listed in the S&P500 stock market index during the period 2007-2011 and all data used are obtained from Bloomberg.
More specifically, we use two ratios to access the firms' financial performance, based on accounting measures, namely Return on Assets (RoA) and Return on Capital (RoC). In addition, we use annual excess stock returns (Ex. Stock Returns) as a measure of marketbased firms' financial performance. CSR performance, which is the key independent variable, is approximated by the Bloomberg's ESG Disclosure score, which is based on publicly available company material and covers a wide range of data from CO 2 emissions to the share of women on the board (Bloomberg, 2013, p. 16) . 4 The scoring system ranges from full disclosure with a score of 100 to null disclosure with a score of 0 and is therefore a measure of breadth of reporting. (See also Eccles et al., 2011) . The ESG score can be directly squared in order to be used in a non-linear setting, as opposed to the KLD score, which ranges from -2 to +2 and thus it requires some normalisation (see, for instance, Barnett and Salomon, 2012) .
Apart from the ESG Disclosure score, we also consider firms' leverage ratio (which serves as a proxy for Risk), sales revenue (Sales) and research & development expenditure (R&D). The leverage ratio, sales revenue and research &development expenditure, serve as control variables. The choice of the control variables can be justified by recent studies that find firm size (turnover), risk (measured by the total debt to total assets ratio) and research and development expenditure to be essential control variables when assessing the effects of CSP on CFP (Anderson and Dejoy, 2011; Margolis et al., 2009; McWilliams and Siegel, 2000) . Finally, we include a dummy variable (Crisis), which takes the value of 1 during the Great Recession period (i.e. 2007-2009 ) and zero otherwise.
Given that CSR is a multidimensional concept and effects of one dimension sometimes cancels out opposing effects of another dimension, it is advantageous to have disaggregated data available (Margolis et al., 2009; Brammer et al., 2009) . Thus, in this study we disaggregate the ESG Disclosure score into its three sub-components, namely, the environmental performance (ENV), social performance (SOC) and governance performance (GOV). 5 This disaggregation provides us with the advantage to assess which CSR component is the key driver for improving CFP.
It is worth noting that despite the aforementioned advantage of the ESG Disclosure score, this dataset has not been widely used in the literature, given the fact that the score is available since 2009 (though containing some retrospective data). Thus, our study aims to provide new insights regarding the effects of CSP on CFP using this new score. The unconditional correlations in Table 2 suggest that our variables are not highly correlated among them. The highest correlations are observed among ESG and its subcomponents, although their correlations do not raise concerns for any multicollinearity issues. 6 An interesting observation that can be made from Table 2 component. This is suggestive of the fact that listed firms in the S&P500 may have different 6 We have also tested for multicollinearity is our models using the VIF and the results suggest that our models do not suffer from multicollinearity. The results are available upon request.
agenda in terms of environmental and social performance but they share very similar governance performance.
[ 
Panel regression model
This section describes the method used to examine the effects of CSP on CFP. More specifically, a panel regression model is employed for this study. Our panel regression model is as follows:
, , for 1, 2,..., and 0,1,...,
where, , i t y is the corporate financial performance indicator (i.e. RoA, RoC and Ex. Stock Returns, depending on the specification) for firm i at time t and , i t n CSP − is the corporate social responsibility score (in both contemporaneous and lagged terms), which, depending on the specification, is either the ESG score or its three sub-components (SOC, ENV, GOV). 
i t i t n i t n t i t i i t i i i i t i i i i t u i t i s
In this paper we extend the linear relationship between CSP and CFP of Eq. 1 in order to incorporate a quadratic relationship, given that the aforementioned relationship may exhibit a U-shape.
The results are presented in Section 4. Results suggest that in linear specifications the effect of CSR performance is positive but insignificant for all measures of CFP. Furthermore, the lagged ESG coefficient is negative but not significant, as well. Therefore, we maintain that we cannot confirm Intuitively, while excessive risk drives down CFP, the opposite is true for research and development. The Crisis dummy coefficient is negative and significant, signifying the negative effect of the Great Recession on CFP. The lagged dependent variables are positive for RoA and RoC, whereas a negative coefficient is observed for Ex. Stock Returns.
Empirical Findings
Potentially the latter finding captures the declining trend of stock prices during the study period.
We now turn to the CSP-CFP link in quadratic models for all three performance indicators (see , Table 5 , specifications (4)- (6)). The quadratic models reveal some rather interesting results. We find that for both RoA and RoC, there is a significant U-shaped CSP-CFP relationship, whereas the effect of CSP on Ex. Stock Returns is insignificant. Intuitively, the negative effect of CSP on CFP in the linear model turns out to be part of a more complex relationship that is only revealed when testing for non-linear models. The U-shaped relationship discovered between CSP and accounting-based CFP measures (i.e. RoC and RoA) implies that investment in CSR does not pay off immediately, but rather only after a threshold level of CSP is reached. This finding provides evidence in favour of our Hypothesis 5, which suggest that a non-linear relationship exists between CSP and CFP. Apparently, improving CSP is a costly procedure and requires a vast amount of resources in order to transform the supply chain of the firm (Manasakis et al., 2013; Porter and Krammer 2011; Reinhard and Stavins, 2010) . Given the assumption that a high CSP score is positively connected in undertaking costs towards this direction (Barnett and Salomon 2012, 2006) , only a considerable amount of investment and therefore achievement regarding CSP shall trigger the positive consumers' reactions which in turn will lead to a positive CSP-CFP relationship. Regarding the control variables, the Crisis dummy and the lagged dependent variables, the results for the quadratic models are similar with those of the linear models.
We further our analysis focusing on the three sub-components of the ESG disclosure score. Table 6 reports the empirical findings. Once again the first three specification concern the linear relationship between CFP and the three components (see, specifications (7)- (9)), whereas the latter three specifications focus on the quadratic relationship (i.e. (10)- (12)).
[ The linear models do not allow us to report any significant relationship (either in the contemporaneous or lagged terms) between CFP and the three sub-components (i.e., ENV, SOC and GOV), suggesting that Hypotheses 2-4 cannot be confirmed. In addition, we include two interaction terms that allows us to capture whether GOV may indirectly impact firm performance via the ENV and SOC activities. Nevertheless, we cannot find any significant relationship suggesting that GOV does not have any direct or indirect effects on firm performance. Furthermore, we observe that both the signs and the significance of the control variables coefficients, the Crisis dummy coefficient and the lagged dependent variables are similar with Table 5 .
However, turning to the quadratic models, the GOV score can be identified as the main driver of the relationship observed in Table 5 , specifications (4)-(6). To elaborate further, we observe that for all accounting-based measures of CFP (i.e. RoC and RoA) one can detect a U-shaped relationship between the GOV score and CFP, providing further evidence in favour of Hypothesis 5. This result is in line with a recent strand in the literature, which suggests that strategic investment in CSR-oriented governance structures shall improve the overall financial performance of the firm.
To elaborate further, the rationale behind the contribution of the GOV score to firm's CFP can be explained by using Stakeholder Influence Capacity (SIC) as introduced by Barnett (2007) via both supply and demand analysis. First, regarding the supply side, a CSR oriented governance structure affects the operation of the firm towards CSR oriented activities, including environmental and social related activities. Consequently, it allows for targeted CSR activities throughout the value chain of the firm that can also serve the "shared value" (Porter and Kramer, 2011, p.4) approach to CSR and therefore the financial performance of the firm (see, inter alia, McWilliams and Siegel, 2011; Bagnoli and Watts, 2003; Baron, 2001 ). In addition, CSR activities that belong to the SOC score are often related to lump sum payments connected to "corporate philanthropy" which in turn may not affect the financial performance of the firms (Porter and Kramer, 2002) . Second, on the demand side, CSR-oriented governance acts as a credible signal for long run commitment to CSR values. This enhances the positive demand effects from socially conscious consumers and therefore the financial performance of the firm (See for instance, Lambertini, L. and Tampieri, 2015; Becchetti et al. 2014; Manasakis et al., 2014; Kopel and Brand, 2012) .
Interestingly enough, we cannot report any link between CSP and Ex. Stock Returns.
This can be explained by the fact that tests based on excess stock market returns might be rather weak if CSR policies change only slightly over time (Gregory and Whittaker, 2013) .The fact that CSP exercises an impact on accounting-based measures of CFP but not on Ex. Stock Returns may suggests that there is a positive demand effect from CSR activities on firms' revenues. Nevertheless, this effect may not be translated into higher excess stock returns, given that stock returns are affected by multiple other factors, as well.
Finally, when it comes to control variables, Risk and R&D expenditure have a significant effect; although not in the same direction (i.e. risk once again is reported to exercise a negative effect on CFP, whereas the reverse effect is exercised by R&D expenditure). Overall, the signs of the coefficients remain unchanged, regardless the specification. Once again, the Crisis dummy variable is negative and significant.
Concluding remarks
The present paper investigates relationship between corporate social performance and corporate financial performance, making use of a new CSR proxy, the Bloomberg ESG Disclosure score. In addition, we also consider the three sub-components of the ESG score (i.e. ENV, SOC and GOV). We measure CFP using two accounting-based measures, i.e. RoC and RoA, as well as, a market-based measure, that of Ex. Stock Returns. Our control variables include Sales, Risk and R&D expenditure. Our sample includes all firms that are listed in the S&P500 stock market index. Annual data are considered for the period of 2007 to 2011.
Results from the linear model suggest that no significant relationships can be reported between CSP and RoA, RoC and Ex. Stock Returns. Notably, our analysis provides evidence of a U-shaped relationship between CSR performance and accounting-based CFP. This relationship implies that CSR pays off only after a certain threshold amount of investments and achievements regarding CSP have been made. Before this point is reached, additional CSR expenditures decrease CFP. Most prominent among our results is the fact that when we disaggregate the composite CSR score into its three sub-components we find that the governance sub-component is the main mechanism by which CSR commitment is translated into improved CFP. This result adds on the discussion regarding the StakeholderInfluence Capacity and confirms recent advances in theoretical literature which suggest that CSR oriented governance leads to positive effects on CFP.
Overall, companies use CSR as a part of their strategic planning in order to create additional value for their product. Effective CSR strategies can attract stakeholders, such as socially conscious consumers and investors, to increase their willingness to buy and invest,
respectively. An immediate managerial implication of our findings suggests that in order for CSR to serve the interests of the shareholders a long-run planning and considerable resources should be dedicated at this direction, given that CSR expenditure does not pay off immediately, but only after a threshold of CSP has been reached. Furthermore, the fact that governance is the key driver affecting the CSP-CFP relationship suggests that CSR investments should be directed to this component. CSR dedicated governance can benefit the firm by both integrating CSR activities into firm's value chain in the direction of value creation and by acting as a signaling device to stakeholders regarding the commitment of the firm to CSR.
One of the main limitations of this study is that the ESG score does not take into account the kind of CSR a firm engages in. As Baron (2001) Note: The variables are ESG = ESG disclosure score, ENV = environmental disclosure score, SOC = social disclosure score, GOV = governmental disclosure score, RoA = return on assets, RoC = return on capital, Ex. Stock Returns = excess stock market returns, Risk = leverage as proxy for risk, Sales = sales revenue, R&D = Research & Development expenditure. 
Data source: Bloomberg
